
T h eo u t p a t i e n tc o r r i d o rf u n c t i o n ss i m i l a rt ot h ei n p a t i e n ta n c i l l a r yc o r r i d o r .  


Any ad jus tment  i s  basedon a v a r i a t i o n  o f  a c t u a l  r e v e n u e s  t o  b u d g e t  w h i c h  is a 


f u n c t i o n  of t h eo u t p a t i e n tb u d g e ts t a t i s t i c s .  A f a c t o r  of 60 percentofexcess  


revenues  is p a s s e d  o n  t o  t h e  h o s p i t a l  t o  c o v e r  v a r i a b l e  c o s t  a n d  t o  p r o v i d e  a n  


i n c e n t i v et oi n c r e a s eo u t p a t i e n tm o d a l i t i e s  of care. There is n oa d j u s t m e n t  for 

s 


decreasedoutpa t ien tvolume.  

I n  a l l  cases of t h e  v o l u m e  c o r r i d o r s ,  b o t h  t h e  h o s p i t a l ' s  b u d g e t e d  e x p e n s e s  a n d  


revenues  may b ea f f e c t e d .  As vo lumeinc reases ,no ton ly  may t h e  h o s p i t a l  r e t a i n  


t h e  a p p r o p r i a t e  p e r c e n t a g e  of r e v e n u e s  c o l l e c t e d  b u t  i t  may a l s o  a d j u s t  i t s  bud


getedexpensesby a similar amount.Therefore,  i t  c a nb er e a d i l ys e e nt h a t  


volume may cause  a h o s p i t a l  t o  l e g i t i m a t e l y  e x c e e d  i t s  agreeduponbudgeted 


r evenuesandexpenses ;and ,intheaggrega te ,hosp i t a l s  may exceedthe  MAXICAP 


shouldthereservecomponent  of t h e  maxicap b e  inadequa te  t o  cover  the magnitude 


oftheincreasedvolume.  


A r e l a t e d  p r o v i s i o n  is t h a t  t h e  p r o g r a m  p r o v i d e s  c o n s i d e r a t i o n  for a p o s s i b l e  


change i n  p a t i e n t  mix .Thepat ien t  mix adjus tment  i s  s i m i l a r  t o  t h a t  d e f i n e d  


underPhase I V  of ESP, However, a f t e r  p r o v i n gt h a t  a c h a n g ei np a t i e n t  mix has  


occur red ,  t h e  ad jus tmen ttonego t i a t edexpenses  is nego t i ab lebe tweenthehosp i  


t a l  andTh i rdPar t i e s .Thead jus tmen tapp l i e son lyto  a change of  p a t i e n t  mix 


r e q u i r i n g  more i n t e n s i t y  of care a n d  n o t  t o  a c h a n g e  r e q u i r i n g  a dec reasedin  


t ens i ty .Aga in ,  as  w i t ht h ev o l u m ec o r r i d o r s ,  a h o s p i t a le x p e r i e n c i n g  a change 


i n  p a t i e n t  mix may l e g i t i m a t e l y  e x c e e d  i ts  negot ia tedrevenueandexpensebud 


g e t s ;a n d ,i nt h ea g g r e g a t e ,h o s p i t a l s  may exceedthe  M I C A P  s h o u l dt h er e s e r v e  


f a c t o r  b e  e x c e e d e d .  
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1 .  MajorContingency 

TheRhode Is landprogram a l so  p r o v i d e sp r o t e c t i o no f  a l l  p a r t i e s  a g a i n s t  u n e x 

pectedandunforeseeneventswhich may i m p a c th o s p i t a le x p e n s e s ,s u c h  as: regu

l a t o r y  o r  s t a t u t o r y  c h a n g e s ;  "acts of God"; u n u s u a li n c r e a s e si n  items l i k e  t h e  
-

unusual ,unexpected rise i nm a l p r a c t i c e  premiumstwo yea r sago ;  e tc .  Considera

t i o n  f o r  a majorcont ingency may b e  r e q u e s t e d  b y  e i t h e r  t h e  h o s p i t a l s  o r  t h e  T h i r d  

P a r t i e s ,  s h o u l d  t h e  l a t te r  noteaneventwhichmight,cause  a r e d u c t i o n  i n  h o s p i 

t a l  expenses .  

If a majorcont ingency i s  g r a n t e d ,  t h i s  a g a i n  c o u l d  c a u s e  a h o s p i t a l  t o  l e g i t i 

m a t e l yi n c r e a s e  its budgetedrevenuesandexpensesand ,intheaggrega te ,  may 

c a u s et h e  MAXICAP t ob ee x c e e d e ds h o u l dt h e  reserve f a c t o r  be exceeded .Inadd i 

t i o n ,  i f  t h e  g r a n t i n g  of a majorcont ingencycauses  a problemwherebycharges 

are lowerthancos t s ,  a h o s p i t a l  may r e q u e s t  a c h a n g e  i n  i t s  chargesand i t s  

prospec t ive  re imbursement  r a t e  may bechanged.  

U n t i l  now, t h i s  a r t i c l e . h a s  c o n c e r n e d  i t s e l f  w i t h  t h e  m a j o r  p r o v i s i o n s  o f  t h e  p r o 

gram: t h e  MAXICAP; h e a l t hp l a n n i n g ;h o s p i t a lb u d g e t s ,  review, a n da n a l y s i s ;  bud
v.5 4

g e t  n e g o t i a t i o n s ;  ra te  de te rmina t ion ;andGaysinwhichbo ththe  MAXICAP and 

budge t s  may benego t i a t ed  exceeded.  ' , k ~  , 

1 . .  .W i t h i n  t h o s e  s e c t i o n s ,t h er e s p o n s i b i l i t i e so f  h o s p i t a l s  a n dt h eT h i r dP a r t i e s  
\ 

havebeenaddressed. I t  is, however ,appropr ia te  t o  c a p s u l i z et h o s er e s p o n s i b i 

lities. 

c. RESPONSIBILITIES OF THE PARTIES 

The advent  of P rospec t iveRe imbursemen tb rough tinc reasedrespons ib i l i t i e s  of t h e  

p a r t i c i p a n t s ,b o t hh o s p i t a l sa n dt h eT h i r dP a r t i e s .  No longer  c o u l dt h ep a r t i e s  

o p e r a t eu n d e rt h ee a s e  of a r e t r o s p e c t i v ec o s tr e i m b u r s e m e n ts y s t e m .  
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1. 


2. 

H o s p i t a l s 'R e s p o n s i b i l i t y  

Forhosp i t a l s ,p rospec t ivere imbursemen t  demanded i n c r e a s e d  f i n a n c i a l  re

s p o n s i b i l i t ya n de x p e r t i s e ,i n c l u d i n g :  

. Improvedbudge t ingtechn iquesandfo recas t ingab i l i t y .  


. I n c r e a s e df i n a n c i a la n d  s t a t i s t i c a l  r e p o r t i n g .  


. Addi t iona lbudget  management c a p a b i l i t i e s .  


. Improvedmanagement e f f i c i e n c i e sa n do p e r a t i o n a lp r o d u c t i v i t y .  


. I n c r e a s e du t i l i z a t i o n  of management eng inee r ingtechn iques ,sha red  


s e r v i c e s ,  a n d  o t h e r  c o s t - s a v i n g  t e c h n i q u e s .  

Not o n l yd i dt h e s er e q u i r e m e n t si m p r o v et h eh o s p i t a l s '  management r e s p o n s i b i l i t y  


f o r  i t s  budge tedexpensesandf inanc ia lcon t ro l s ,  i t  a l s op r o v i d e d  a majorin 


c e n t i v et ot h ei n s t i t u t i o n s .I f ,  as a resul tofimprovedbudgetmanagement ,  a 


h o s p i t a lc a ng e n e r a ls a v i n g sw i t h i n  i ts  nego t i a t edbudge t ,  i t  is f r e e  t o  u s e  


t hosesav ingstofu r the rimproveorexpand  i ts  i n s t i t u t i o n a l  s e r v i c e s  andprograms, 


w i t h i n  t h e  limits o ftheove ra l lp rogram.  


T h i r dP a r t yR e s p o n s i b i l i t y( S t a t eB u d g e tO f f i c e / B l u eC r o s s )  


As t h e  r e s p o n s i b i l i t i e s  o f  h o s p i t a l s  i n c r e a s e d ,  so d i d  t h e  r e s p o n s i b i l i t i e s  of 


t h e  T h i r dP a r t i e s ,  i n c l u d i n g .  


. Management o ft h es t a t e w i d e  MAXICAP. 


. I m p r o v e df i n a n c i a le x p e r t i s ea n df o r e c a s t i n ga b i l i t i e s .  


. Expanded a b i l i t yf o rb u d g e tr e v i e w ,a n a l y s i sa n db u d g e tn e g o t i a t i o n s .  


. The a b i l i t yt oe f f e c t i v e l ym o n i t o rh o s p i t a lf i n a n c i a lp e r f o r m a n c e .  


. Better i n t e g r a t i o no ft h ep l a n n i n gp r o c e s s .  


The two m o s t  i m p o r t a n t  r e s p o n s i b i l i t i e s  o f  t h e  T h i r d  P a r t i e s  a re  management o f  t h e  
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MAXICAP andmoni to r ingofhosp i t a lf inanc ia lpe r fo rmance .P r io rtop ro 

s p e c t i v er e i m b u r s e m e n t ,t h eT h i r dP a r t i e s 'r e s p o n s i b i l i t yf o rc o n t r o l l i n g  

h o s p i t a le x p e n s e s  was l i m i t e d .A d d i t i o n a l l y ,  management r e s p o n s i b i l i t yh a s  

inc reasedtheneedtobeab letomoni to rhosp i t a lf inanc ia lpe r fo rmance  

onanongoingbas is .  To a c c o m p l i s ht h i s ,  a computer izedbudgetmonitor ing 

sys t em h a s  b e e n  d e v e l o p e d ,  u t i l i z i n g  t h e  h o s p i t a l s '  f i n a n c i a l  a n d  s t a t i s t i c a l  

r e p o r t i n g ,t ot r a c kh o s p i t a ls p e n d i n g ,  volume, r e v e n u e s ,e t c .d u r i n gt h ey e a r  

andident i fyandanalyzere imbursementproblemspr iortotheend of t h e  f i s c a l  

yea r  when i t  may betoo l a t e  t o  c o r r e c t .  
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SECTION A - PART II 


II. experience WITH THE CURRENT PROGRAM (1975-77) 

The Parties are continuing to analyze the results of the present
Prospective 

Reimbursement Program. However, a final analysis will not be available until 

year-end data forall three years of the Program has been gathered and 

verified. In addition, the official evaluationof the Programby SEARCH, 

under contractwith the Office of Research and Statistics(ORs), will not be 

issued until after completionof the present yearof operations. Despite 

this, some positiveaspects of theProgram can be demonstrated basedon the 

initial dataandanalysis 

One distinguishing featureof the Program is the negotiation modality used 

for establishing theMAXICAP and f o r  individual hospital budgets. Some 

critics have characterized this as being "cumbersome". It is truethat the 

process of negotiations by its verynature requires some timeand, that in 

the first and secondyears of the Program, negotiations were protracted. 

However, by the thirdyear of theProgram, the Parties had refined the 

negotiation processsuch that 1) the MAXICAP was resolved in only four 

negotiation sessions andone mediation session and 2) f o r  FY 1976-77, over 

75% of all hospital budgetswere resolved in onlyone negotiationsession 

during a sixty-day period. Overall, the Parties to the Program have f o u n d  

that the negotiation processhas worked well in Rhode Islandsince these re

finements. A comparison of some initialdata from the Rhode Island experience 

bears this out. 

In looking at the increasesin cost per admission in Rhode Island compared with 

England average increases, Rhodenational and New the Island expcri

ence is favorablein spite of the following factors: 
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1. 

2. 

3 .  

The s i z e  o ft h eS t a t ea n dt h es i z eo ft h eg r e a t e rm e t r o p o l i t a na r e a  of t h e  

C i t y  of P r o v i d e n c e  i n  r e l a t i o n  t o  t h e  S t a t e  causes t h ea v e r a g er h o d eI s l a n d  

h o s p i t a l  t o  b e  l o c a t e d  i n  a m o r e  u r b a n  s e t t i n g  t h a nt h ea v e r a g e  h o s p i t a l  
= 

n a t i o n a l l y  o r  i n  New England. 

Theaverage Rhode I s l a n d  h o s p i t a l  is l a r g e r  i n  s i z e  t h a n  t h e  a v e r a g e  


h o s p i t a l  n a t i o n a l l y  o r  i n  New England. 


E i g h to ft h eS t a t e ' ss i x t e e nh o s p i t a l s  a re  a f f i l i a t e d  w i t h  t h e  Brown U n i v e r s i t y  


M e d i c a lS c h o o l .T h e r e f o r e ,t h ec h a r a c t e r i s t i co fu n i v e r s i t ya f f i l i a t i o n  i s  


moredominant i n  t h ea v e r a g e  Rhode I s l a n dH o s p i t a lt h a ni nt h ea v e r a g e  


h o s p i t a l  n a t i o n a l l y  o r  i n  New England. 


A l l  o ft h e s ef a c t o r sh a v eb e e nc o r r e l a t e dw i t hh i g h e rh o s p i t a lc o s t sb y  many of 

t h ee x p e r t s  in t h ef i e l d .  S u c hf a c t o r s  as s i z e ,u r b a ns e t t i n g ,a n du n i v e r s i t y  

a f f i l i a t i o n s  m u s t  beweightedandadjustedforinanycomparisonof"averaget '  

c o s t s .  

However, i f  o n ec o m p a r e st h ea v e r a g ep e r c e n t a g ei n c r e a s ei nc o s t s  per admission,  

t h e  Rhode I s l andProgramhasfa redbe t t e rthanbo thna t iona land  New England 

ave rages .  The fo l lowingtab lecomparesthoseave rageinc reases :  

TABLE I .  
PERCENTAGE increase IN COSTS 

PER admission 

( sou rce  A.H.A.  H o s p i t a l  S t a t i s t i c s  G u i d e )  

FY 1975 FY 1976 FY 1977 

Rhnd e Is 1and 1 3 . 4 %  12.3% 9.1% (1 )  
Na t i n n a l ,  17.2% (2) 15.0% ( 3 )  15.0% ( 3 )  
New England 16.9% ( 2 )  15.0% ( 3 )  15.0% ( 3 )  

on n e g o t i a t e d  FY 1977(1)  Based budgets  . 

( 2 )  AHA H o s p i t a lS t a t i s t i c sG u i d e  

( 3 )  Based on l a t e s tg o v e r n m e n te s t i m a t e s  
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has shown a smaller increase in
In all cases, Rhode Island costs per admission. 


Likewise, looking at comparisons
of total operating expenses, the Rhode Island 

Program has shown a positive impacton controlling the growth in hospital ex


penses (which includes volume increases not reflectedin per admission comparisons) 


when compared with what might have happened under
a retrospective cost reimburse


ment system. Table II reflects this positive impact. 


TABLE II 


Comparison of Total Operating Expenses 


Orig. Maxicap Increment 


Est. Adjusted Maxicap 


Est. Adj. Maxicap dollars 


Est. Exp. Under 

Retrospective System 


Est. Savings Prospective 

Versus Retrospective 


Est. Medicaid Savings 
8.5% Participation . 

FY 1975 FY 1976 FY 1977 FY 1978 

13.85% 11.5% 10.5% 10.42% 

14.3% 12.44X 11.03% 10.42% 

$200,148,775 $225,056,397 $249,958,387 $276,004,051 

$203,442,298 $231,678,166 $253,672,121 $283,134,579 

$ 3,293,523 $ 6,621,769 $ 3,713,734 $ 7,130,528 

$ 279,949 $ 562,850 $ 315,667 $ 606,095 
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In all cases, had Rhode Island been
on retrospective cost reimbursementor had 


the State experienced increases equivalent to national
or New England averages, 


the Rhode Island community would have spent more on health care than was spent 


under Prospective Reimbursement. As it was, the State experienced substantial 


savings. 

.% 

In addition to the dollar savings to the Rhode Island community, Prospective 


Reimbursement has had added positive aspects. 


1. 	 Through a system of utilization review mutually implemented 

by the Parties under the Program, Rhode Island has 

experienced a significant decrease in its lengthof stay. 


Table II1 shows this decrease. 


Table II1 

of ( 1 )Comparison of Average Length Stay f o r  matched Patients 

As of 9/30/74 As of 9 / 3 0 / 7 5  As of 3 / 3 1 / 7 6  

Rhode Island 7.9 7.7 7.7 

All U.S. Matched Patients 7.8 7.8 7.9 

All Eastern Matched Patients 8.7 8 . 3  8.6 

("Per summarization of CPHA Quarterly Lengthof Stay'charts for all hospitalsin 

Rhode Island. 


, 
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As canbe observed, during the course
of the Prospective 


Reimbursement Program, the Rhode Island length
of stay has 


dropped 0.2 days. In addition, it is 1.0 day below the 


Eastern averageand, for the first time in history, below 


the national average. 


= 

2. 	 Through budget negotiations, the Parties have mutually agreed 

to a significant reallocation of resources, including the 

closing of underutilizedbeds. 


3. 	 The impact of new and/or expanded medically oriented programs 

ofhas been controlled by a linkagean effective planning pro

cess to the reimbursement program. Since the inception of the 

present Programin 1974, the planning process has reviewed 

requests for over $6M in new or expanded programs. Only 48% 

of those requestsor approximately $3M were approved. That 

represents only1 . 2 %  of the totalgross operating expensesof  

Rhode Island hospitals. 

4 .  	 The level of financial management and overall managementin 

hospital operations has improved tremendously. 

5 .  	 More importantly, the Prospective Reimbursement Programhas 

provided the Program participants and the Social Security 

Administration kith significantly increased knowledge of 

hospital financing and reimbursement,as wellas knowledge 

necessary f o r  controlling therise inhospital costs in 

the future. 
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I n  a l l ,  t h e  Rhode Is landProspect iveReimbursementProgramhashad a p o s i t i v e  

e f f e c to nc o n t r o l l i n gh o s p i t a l  costs .  The f i n a le v a l u a t i o no f  the Program 

s h o u l db e a rt h i so u t .  
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